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SUMMARY 


The Venezuelan economy stands at a critical crossroads in 
time. The Government wishes to take advantage of its electoral 
mandate and high level of income to transform the nation from 
a mono-product, less developed country into a sophisticated, bal- 
anced industrial-agricultural economy. It seeks to resolve 
problems of administrative efficiency and many socio-economic 
problems while maintaining an atmosphere of growth for the 
private sector. At the same time Venezuela has nationalized 
its extractive industries and oil revenue has passed its peak, 
at least for the immediate future. The Government therefore 
will have to husband carefully its resources in order to exe- 
cute its bold new program, including the Five Year Plan for 
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Although oil production has been decreasing over the last 
several years, Venezuela has experienced an extraordinary growth 
in income since 1973 as a result of increased oil prices. This 
has resulted in a sharp increase in gross domestic product at 
current prices but a modest decline in the real growth rate. 
However, the non-extractive sectors taken alone have achieved 
an increasing rate of growth in 1973 and 1974. While statistics 
for 1975 are only fragmentary, indications are that all sectors 
of the economy, with the exception of the extractive industries, 
are experiencing considerable expansion. Despite efforts of the 
Government to create new jobs, unemployment and underemployment 
remain at relatively high levels and unbalanced distribution of 
income continues to be a strong concern of the Government. 


After enjoying relative price stability between 1968-72, 
Venezuela began experiencing double digit inflation in 1973. 
Although inflation this year has continued at a very high 
level, the growth rate has moderated considerably. ‘The persist- 
ent inflation is due in part to increased prices of imports and 
to the substantial increase in liquidity, which developed despite 
attempts to neutralize the impact of increased oil revenue through 
the establishment of the Venezuela Investment Fund. Reflecting 
the anticipated decrease in oil revenue, the 1976 budget bill 
projects a considerable decrease in revenue and expenditures and 
no new allocation for the Venezuela Investment Fund. 


In view of the Government's extensive industrial and agri- 
cultural development plans and the high level of personal income 
(over $2,000 GNP per capita), sales prospects for U.S. business 
continue to be excellent. With the prospect of decreasing oil 
production the need for foreign investment with its transfer of 
technology will continue. Although Venezuela's entry into the 
Andean Pact has severely limited the extent of foreign ownership 
allowed, there continue to be good prospects for U.S. investment, 
albeit with a growing Venezuelan share in management and profits. 
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JRRENT ECONOMIC SITUATION AND TRENDS 


‘ ECONOMIC POLICY 


main elements of the government's economic program 
a more equitable distribution of wealth through 
_incre ases, price controls and tax reform; (2) 
hip of basic resources through nationalization 
tive industries; (3) Venezuelan control of most 
stment in accordance with Decision 24 of the 
; (4) use of oil revenue to diversify the economy 
p basic industry particularly in the metallurgical, 
petrochemical and energy fields; (5) the stimula- 
riculture through fiscal incentives and credit facil- 
(6) the establishment of Venezuela as an international 
and (7) defense of petroleum prices and soli- 
developing countries in support of improved 
with industrialized countries. 
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PRICES 


The general price index, after increasing at an average 
annual rate of 2.5 percent during the period 1968-1972, jumped to 
11 percent in 1973 and 19.6 percent in 1974. During the first 
seven months of 1975 inflation has moderated somewhat, the 
general price index in July having risen 12.4 percent over that 
for the same month last year. Prices of manufactured products 
increased 13.0 percent, while agricultural products increased 
10.8 percent. By August the cost of living index in Caracas 
had increased only 8.1 percent over the index for that month in 
1974. Within this time frame food, drink and tobacco increased 
10.3 percent; restaurant food, 17.3 percent; clothing and shoes, 
14.2 percent; transportation, 15.0 percent; and services, 11.2 
percent. 


EMPLOYMENT AND WAGES 


The Venezuelan labor force is 3.7 miliion persons. Un- 
employment is largely structural and seasonal in nature and has 
been declining. Skilled workers are in very short supply. 
Salaries for blue collar unionized workers in Venezuela average 
$348 a month, while their white collar colleagues average $802 
a month - the highest wages in Latin America. The minimum wage 
in Venezuela is $3.50 a day and applies to all workers, both 
urban and rural. Mandatory wage boosts of 5 - 25 percent were 
decreed in 1974 as part of the GOV incomes policy. The latest 
GOV measure to reduce unemployment was a May 5, 1975 decree 
requiring all employers with over 10 employees to add 5 percent 
to their work force within 180 days. Unbalanced income distribu- 
tion continues to be a strong concern of the Government. Accord- 
ing to an unofficial Government estimate, 50 percent of the 
population receives about 20 percent of total income, and five 
percent receives 22 percent of all income. The intermediate 
group, which represents about 45 percent of the population, 
receives about 58 percent of income. 


PETROLEUM 


The daily average oil production for 1975 through October 15 
was 2.5 million barrels, compared to 2.98 million for 1974. The 
Government anticipates a daily production level of 2.2 million 
barrels during the final three months of 1975, and throughout 


1976. 


An oil nationalization law was signed by President Carlos 
Andrés Pérez on August 29, 1975. A Supervisory Commission was 
named by the Venezuelan Government to oversee the private oil 
industry until concessions terminate on Dec. 31, 1975. Beginning 
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» the oil industry will come under the control 
, company, PETROVEN, which has responsibil- 
oil sales contracts for export and super- 
d operating units that will succeed the 
e concessionaires. The private oil SONGeRES ANSI T Se have 
I offered compensation of slightly in excess of $1 billion, 
I ay enezuelan Government deems to be the net book value 
l sete » payable in interest bearing bonds. 


22, 1975, the Venezuelan Government implemented 
September OPEC price increase decision when it raised the 
value (retroactive to October 1) of all Venezuelan 
an average O67 U.S. cents per barrel, and of refinery 
54 U.S. cents per barrel. At the same time, the 
ralue of low sulfur fuel oil was lowered to make this 
more competitive in the world market. 
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Through various petroleum revenue-financed development 
ok the Venezuelan central serena ait is setting the pace and 
ection of Venezuelan industrial development. The Government's 
I oriented to expansion and vertical integration of indus- 
vell as decentralization and diversification of the 
industrial base. Venezuela's Minister of Planning 
y announced that the country's fifth five-year development 
for the investment of more than $40 billion during the 
79, of which 60 percent is to come from the public 
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aluminum, and pecrochentenss ndustries, levelopment of 
a shipbuilding indust substantial vertical integra tion of 
the nation's aeaakiee industry, and srowth in Venezuela's 
electric power generation and distribution capabilities. Private- 
sector investors can qualify for financial assistance if they 
undertake projects considered to have developmental value. 


The effect of large government programs aimed at develoning 
Vene a's agriculture is not fully evident. Large expenditures 
for imported grains, oilseeds, oilseed byproducts, fruits, tallow 
and greases, milk products, and pulses should continue at least 
over the short run. Increased domestic demand for these and other 
products continues to outpace strong efforts to produce more of 
them locally. As a result, U.S. agricultural exports amounted to 
$376 million in FY-75 versus $249 million in FY-74 and should 
continue to expand during FY-76. 





The effects of high support prices and internal development 
programs plus good growing conditions during the 1974-75 period 
have, however, shown a pronounced effect on certain crops, espe- 
cially on rice and cotton production. Venezuela should be able 
to accumulate a 100,000 m.t. exportable supply of rice by the 
end of 1975. And for the first time, at least in recent history, 
Venezuela has significant stocks of cotton available for export. 


MONETARY AND FISCAL SITUATION 


Expansion of liquidity has continued without interruption 
thus far during 1975. By the end of August money in circula- 
tion and demand deposits (M1) amounted to $4.3 billion, an in- 
crease of 48.3 percent over August 1974. Liquid assets in the 
hands of the public, including time deposits (M2), reached $8.0 
billion, representing an annual increase of 46.6 percent. The 
large increase in liquidity is attributed to an inflow of foreign 
investment, and government deposits in commercial banks. 


A new Central Bank Law was enacted in November 1974 which 
is designed to give the Government greater control over monetary 
policy, including authority to adopt a flexible exchange rate 
and set maximum and minimum interest rates for the commercial 
banks. In April a new General Law for Banks and Other Credit 
Institutions was enacted which inter alia circumscribes the 
activities of foreign interests and gives the Executive Branch 
the authority to require the commercial banks to make a certain 
percentage of their loans for agricultural development. 


As of October total government income for 1975 is expected 
to be $9.5 billion while expenditures are projected to be $9.4 
billion. The most recent budget revision for 1975 calls for an 
allocation to the Venezuela Investment Fund of $1.9 billion as 
well as an initial contribution of $233 million to PETROVEN. 
Because of the anticipated decline in petroleum revenue, the 
Budget Bill for 1976 provides for a revenue and expenditure level 
of $7.7 billion. Petroleum revenue for 1976 is projected at 
$5.7 billion based on a production level of 2.2 million barrels 
per day. No allowance has been made for the recent OPEC price 
increase. While the Venezuela Investment Fund will receive no 
allocation, the government will transfer a second tranche of $349 
million to PETROVEN. 


BALANCE OF PAYMENTS 


The increase in world petroleum prices has resulted in a 
considerable improvement in Venezuela's balance of payments s 
1973. Despite a 65 percent increase in imports in 1974, the 
trade surplus reached $7 billion which was only partially offset 
by the traditionally negative service account and a net outflow 
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of capital. Thus Venezuela was able to increase its foreign 
exchange reserves by $4 billion during 1974. Venezuela's bal- 
ance of payments situation is somewhat less favorable this year 
due primarily to the decline in petroleum production and a con- 
tinued substantial growth in imports. During the first five 
months of 1975 the value of exports (basing petroleum on its 
tax export value) amounted to $4.4 billion and imports, $1.7 
billion. The current account surplus, combined with the 
capital, has resulted in accumulation of foreign exchange re- 
serves of more than $2.3 billion during the first nine months 
of 1975. 


IMPLICATIONS FOR U.S. BUSINESSMEN 


The Venezuelan economic boom continues. Despite announce- 
ments of falling oil income due to decreased production, there 
has been no substantial revision in the government's ambitious 
and broad spectrum development plan. The market continues 
strong for capital goods, especially those which must be imported 

o fulfill development plans in agriculture, shipbuilding, trans- 
portation, petrochemicals, port development, mining, airport 
development, and general aviation. 


The market for consumer goods not manufactured in Venezuela, 
and even for some which are, shows an upward trend. New consumer 
product lines are being sought by local merchants and importers 
in automotive spares and accessories, textiles, electronics for 
home entertainment, kitchen appliances, luxury goods, and gift 
ware in general, despite high duties on many of these items. 


In the transportation field, a bill is scheduled to go to 
the Congress in October seeking approval of a billion-dollar 
railway development plan. The plan envisages turnkey contract- 
ing for construction (including a major bridge over the Orinoco 
River) and rolling stock for a 700 kilometer section of railway. 
Also included are provisions requiring the builder to train Vene- 
zuelan personnel during the first two years of operation and to 
establish a railway car factory in Venezuela. 


The U.S. Department of Commerce will sponsor an Agricultural 
Machinery and Equipment Exhibition in Caracas in May 1976. U.S. 
firms interested in participating should be in contact with the 
Department of Commerce or its District Offices at the earliest 
opportunity. 
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